DT 00-071 & DT 00-185

VERI ZzON NEw HAMPSHI RE AND VERI ZON ADVANCED DATA SERVI CES,
| NC.

CLEC Petition and Asset Transfer
Order Granting Provisional Approval and Schedul i ng Hearing

ORDER NO 23,570

Oct ober 24, 2000
PROCEDURAL HI STORY AND COMPANY PROPOSALS

On March 30, 2000, Bell Atlantic Network Data, Inc.
(now Verizon Advanced Data, Inc. or VAD), filed with the New
Hanpshire Public Uilities Comm ssion (Conm ssion) an
application for a Certificate of Conveni ence and Necessity to
provi de Local Exchange Tel ecommuni cations Services. VAD is a
separate subsidiary of Verizon Communications, Inc., created
to provide advanced data conmuni cati ons and ot her services.
The application alleges that VAD has the managerial, technical
and financial ability to provide certain tel ecomunications
services in the State of New Hanpshire. The application also
contends that the granting of the authority will enhance
conpetition because VAD, as a separate data affiliate of
Verizon, will use the sanme processes as conpetitors and pay an
equi val ent price for facilities and services.

On Septenber 6, 2000, Verizon-New Hanpshire filed a

petition to transfer its advanced services operations to a
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structurally separate affiliate. |In that petition, Verizon
states that as a result of the nmerger with GIE!, the FCC
required that Verizon provide advanced services through a
structurally separate entity. Verizon contends that the
requested transfer of assets is in the public interest, that
there is “no conceivable harmto ratepayers, consumers or
conpetitors” and that there are benefits to having an
affiliate providing advanced servi ces.

A. DT 00-071

In the March 30, 2000 application, VAD specifically
indicated that it would offer broadband packet data services
such as ATM and Frane Rel ay, and asked for a waiver of Puc
Rule 1306.1 as it did not “have immmedi ate plans to offer basic
| ocal dial tone services, including associated features and
functions such as access to toll, dialing parity, 911,
directory assistance, TRS, white page listing...”, etc. The
application did, however, note, that the Applicant would file
an appropriate tariff revision and comply with al
requi renments before offering basic |ocal service in New
Hampshire. (Application, p. 7). VAD also requested a waiver

of the Comm ssion’s Rule, Puc 1304.02(b) which requires an

Bell Atlantic merged with GTE and conmenced busi ness
under the nanme Verizon on June 30, 2000.
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Applicant to post a bond to cover custoner deposits and
advance billing refunds.

VAD was incorporated in the State of Del aware on
February 9, 1998 as a wholly owned subsidiary of Bell Atlantic
(now Verizon) corporation. On Septenber 8, 2000, VAD filed
its documentation of the corporate name change with this
Commi ssi on and asked that the application be approved in the
new name. VAD also submitted its Anended Certificate of
Aut hority issued by the New Hanpshire Departnent of State.

B. DT 00-185

The Septenber 6" filing of Verizon New England I nc.
d/ b/a Verizon New Hanpshire asks for authority under RSA
374: 28 and RSA 374:30 to transfer the enbedded assets used to
provi de advanced services, including the existing advanced
services custoner base, to VAD. The petition asked that the
Comm ssi on approve the transaction no |ater than Novenber 1,
2000.

On Cct ober 5, 2000 the Comm ssion received an
amendnent to the petition indicating that the val ue of
transferred amobunts had changed. The original asset purchase
agreenent at paragraph 1.3 provided that the purchaser, VAD,
woul d pay or cause to be paid to the Seller, Verizon New

Engl and
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$4, 540, 817. 27, representing the net book val ue or

the fair market value of the Assets as cal cul ated by

t he i ndependent firmof Mtchell & Titus, or such

amount as Purchaser shall be required to pay

pursuant to any valid and final order of a state or
federal governnent or agency that has jurisdiction
over this Agreenment (“Purchase Price”).

The amendnent to paragraph 1.3 in pertinent part
provi des that VAD shall pay or cause to be paid or remtted to
Verizon New Engl and “shares of common stock of its parent
conpany with a value equal to the higher of (i) $4,540,817. 27,
representing the net value of the Assets, or (ii) the fair
mar ket value of the Assets as calculated by the independent
firmof Mtchell & Titus.”

The original petition at page 5, paragraph 6,
provi des a description of the asset transfer as it relates to
Verizon New Hanpshire. It provides that VAD will receive al
pl ant and equi pment whi ch Verizon New Hanpshire has currently
dedicated to the provision of intrastate advanced services.
The assets include central office assets, plug-ins and
term nating equi pnent |ocated in Verizon New Hanpshire’'s
central offices and, according to the petition, have an
approxi mat e net book val ue of $2,941, 283. 15.

The petition also alleges that VAD and Veri zon New

Hanmpshi re have entered into a “Master Services Agreenent,” or
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an interconnection agreenent. This interconnection agreenent
was docketed by the Conm ssion as DT 00-144 and allowed to go
into effect by operation of law. (Secretarial |etter dated
Cct ober 4, 2000.); see also, 47 USC 252 (e)(3).

The petition states that Verizon New Hanpshire
provi des advanced servi ces under special contract to several
custoners in this state and that Verizon NH intends to assign
t hose contracts to VAD so that the pricing of those advanced
services can continue undi sturbed.

Finally, the petition alleges that the asset
purchase agreenent fully conplies with the FCC s rul es and
regul ations, that it has been executed by the parties acting
at “arm s-length” and that the transfer protects the public
i nterest.

1. COWM SSI ON ANALYSI S

We have reviewed the material in the filings and are
initially concerned with a nunber of issues in both the
petition for CLEC approval and for the asset transfer. First,
the renoval of advanced services fromthe business of the
regul ated utility raises questions concerning the extent of
contribution advanced services have and woul d be expected to

contribute to joint and comon costs. Simlarly, the
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potential mgration of voice services to VAD fromthe
regulated utility raises questions as to the future erosion of
contributions to the joint and common costs of the public
swi tched tel ephone network. VAD asks for our approval to be
certified in this state as a Conpetitive Local Exchange
Carrier and asks for a waiver of our rules requiring it to
provi de basic |local service. It goes on to claim however
that at some tine in the future it will also ask to provide
this service. Wwen VAD is ready to provide this service,
whet her that is 3 or 13 nonths from now, we question what
i mpact that will have on Verizon New Hanpshire and whether the
separate affiliate will syphon off nore and nobre services,
| eaving fewer custonmers in Verizon New Hanpshire to pay the
joint and common costs of the regul ated conpany.

We al so have questions related to the asset
transfer. For exanple, we cannot confirm based solely on the
filing that VAD is appropriately conpensating Verizon New
Hampshire for the assets. This is especially true in |ight of
the new | anguage in the Purchase Agreenent that essentially
makes the deal a stock transfer, allowing VAD to renmt to
Veri zon New Hanpshire common shares of the parent at the
hi gher of net book or market value, and | eaving the

determ nation of market value to a firmhired by Verizon.
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According to Verizon, the assets to be transferred have an
intrastate estimated book val ue of $3,620, 747.32 and a net
book val ue of $2,941, 283.15 and an interstate value of al npst
$5.4 mllion book and $4.5 mllion net value. W recognize
that in some states there have been argunments that it is
appropriate to value the total plant, including plant which

t he conpany has characterized as exclusively interstate in
nature, in order to ensure that the total assets remaining are
appropriate. We believe it is necessary to further evaluate

t he proposed accounting for this as well. Further, there is
no evidence in the filing that there has been conpensation for
i ntangi bl es that are being transferred, such as the

devel opment of advanced system resources, marketing, creating
and establishing testing systens, goodw ||, nane recognition,
and so forth, all of which have been supported by Verizon New
Hampshire’ s regul at ed busi ness operati ons.

We not only have concerns over the business
valuation but with the affiliate relationship that will exist
bet ween Veri zon New Hanpshire and VAD. W recognize that the
FCC has put safeguards in place that are intended to mnim ze
the incunbent’s ability to discrimnate. Nevertheless, we
remai n skeptical about the conpetitive advantage that may

accrue to the affiliate as a result of its unique relationship
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with the incunbent |ocal service provider. Qur laws require
the filing of contracts entered into between a public utility
and an affiliate. See RSA 366:3. In this case, we have seen
the interconnection agreenent but we have not been provided
any affiliate agreenents. 1In addition to review ng the
affiliate agreenents, we nust also ascertain that codes of
conduct are in place between the two entities. W recognize
that the FCC has allowed the enpl oyees of the separate
affiliate to be housed in the same buildings and floors as the
enpl oyees of the incunbent. However, it did not support that
all transactions be shared between the two groups. See Merger
Conditions, para 3g and fn 17; Attached to FCC Order 00-221,
dated June 16, 2000. The filing contains no provisions as to
how the two entities will interact. Further, the FCC
conditions may not be sufficient to alleviate all concerns
regardi ng anti-conpetitive behavior or cross-subsidization.

Li kewi se, there is nothing in the filing that
suggests how Veri zon New Hanpshire will be in a position to
resolve the congestion issues that arise in DT 99-020 when it
does not control the advanced services that it would have used
to remedy the problens with the quality of comrunications on

the public switched network.
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These are just sone of the concerns we discern

wi t hout the benefit of a hearing. Wth a hearing these

concerns may be allayed. Verizon represents that if it cannot

proceed soon with the asset and business transfer, it will be

requi red under the FCC s nerger conditions to cease providing

advanced services in New Hanpshire for a period of years.

Absent a clear indication that such an outcone is preferable

to proceeding with the transfer, subject to the possibility of

| ater conditions to prevent identified harnms to the public

good, at this time we will provisionally approve the petitions

subject to a hearing at which time we may attach conditions

related to both the CLEC authority and the asset transfer.

See RSA 365:28. W also take this action, in part, as it is

our

under st andi ng that Verizon has designated the New Engl and

states as first in its footprint for establishing and making

operational its Advanced Services affiliate.? Moreover, the

FCC has required that Verizon conplete its tasks relative to

t he advanced services by Decenber 27, 2000 (180 days fromthe

mer ger cl osing date).

’2ln the Bell Atlantic/GIE nerger order, FCC 00-221, dated
June 16, 2000, paragraph 260 provides for a phased-in basis on
the creation of the separate affiliate for Advanced Servi ces.
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We point the petitioners to RSA 378:17-b which
allows us to obtain information on the costs and ot her adverse
consequences of requiring the separation or divestiture as
descri bed herein. W note that the filings do not include
this information and it is required before we can deliberate
on what conditions, if any, are necessary to fully inplenent
our approval.

Veri zon New Hanpshire is also required to open their
books to our auditors in the next 15 days in order for our
Staff to anal yze whether the valuation as proposed is
appropri ate. Based upon the foregoing, it is hereby

ORDERED, Verizon Advanced Data Services, Inc. is
aut hori zed to provide Advanced Services as a Conpetitive Local
Exchange Carrier, subject to conditions that may be inposed
after a hearing as described herein; and it is

FURTHER ORDERED, that the waiver of providing |ocal
service is granted, but the request for bond waiver is denied,
and it is

FURTHER ORDERED, that the asset transfer from
Veri zon New Hanpshire to VAD is provisionally approved subject
to further hearing at which tinme conditions may be placed on

the petitioners; and it is
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FURTHER ORDERED, that a hearing will be held on the
petitions at 10:00 a.m on Novenber 17, 2000; and it is

FURTHER ORDERED, that pursuant to N.H Adm n. Rules
Puc 203.01, Verizon shall notify all persons desiring to be
heard at this hearing by publishing a copy of this Order no
| ater than October 31, 2000, in a newspaper with statew de
circulation or of general circulation in those portions of the
state in which operations are conducted, publication to be
document ed by affidavit filed with the Conm ssion on or before
Novenber 17, 2000; and it is

FURTHER ORDERED, that any interested person nust
submt to our Executive Director, a request for intervention
and a brief or comment regarding its position relative to the

filings no later than Novenmber 14, 2000.
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By order of the Public Utilities Comm ssion of New

Hampshire this twenty-fourth day of October, 2000.

Dougl as L. Patch Susan S. Geiger Nancy Brockway
Chai r man Conmi ssi oner Conmmi ssi oner

Attested by:

Claire D. DiCicco
Assi stant Secretary



